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Market Review 

A little housekeeping before this week’s missive. As discussed in the April edition of The 

Prudent Speculator, on Tuesday, April 7, we bought 167 3M (MMM – $147.78) at $149.0392 

and 264 Waste Management (WM – $99.85) at $94.6238 for TPS Portfolio, while we 

purchased 38 Nutrien (NTR – $36.76) at $36.1825 for Buckingham Portfolio. In our 

hypothetical accounts, we added 877 shares of Bank of America (BAC – $24.86) to PruFolio at 

$22.80 and 21 shares of Blackrock (BLK – $471.42) at $469.00 to Millennium Portfolio. 

While the average stock in the Russell 3000 index is still showing a year-to-date total return of -

23.89%, we had another reminder last week of why the only problem with market timing is 

getting the timing right. Incredibly, to many market watchers, given the rising COVID-19 case 

and death counts,… 



 

…stocks enjoyed their best week in some 46 years,… 



 

…with the S&P 500’s 12.1% advance,… 



 

…the laggard among the major market averages, as the Russell 3000 index climbed 12.9% and 

the Russell 3000 Value index jumped 14.5%, the latter’s hefty rebound thanks in large part to 

bounce-backs in the badly bruised Financials, Utilities and Real Estate sectors. 



 

The primary catalyst for the big rally, believe it or not, was better-than-expected news on the 

coronavirus front,… 



 

…with a prime example being the infectious disease experts at the University of Washington 

often cited by the White House lowering their projection of the number of likely American 

deaths from upwards of 100,000 to close to near 60,000 as of the most recent estimates. 



 

To be sure, more than 60,000 fatalities is not exactly a positive,… 



 

…but it was just a few weeks ago that potential U.S. fatalities in the two million range were 

being floated around, while the conversation in Washington now has started to shift from 

acquiring enough masks and ventilators to setting a timetable for the economy to reopen. 

These are unusual times to say the least, with President Trump’s comments on Friday illustrating 

the dilemma for our elected officials. On the one hand, Mr. Trump said, “We’re not doing 

anything until we know this country is going to be healthy. We don’t want to go back and start 

doing it over again.” On the other hand, he was quick to say that keeping the economy 

essentially shut down was not sustainable, arguing, “You know what? Staying at home leads to 

death also…It’s very traumatic for the country.” 

Alas, economic data has fallen off of a cliff, with millions of folks now out of work,… 



 

…and business and consumer confidence plunging precipitously. 



 

Clearly, the near-term is about as uncertain as it has ever been, so we are always braced for 

heightened volatility,… 



 

…which history shows is hardly a bad thing for those with strong stomachs and long-term time 

horizons. 



 

True, this time is different (as is every market event), while we very much respect that quick Bull 

Markets can occur within a broader downtrend, but never have we seen such a rapid response 

from Washington to economic trauma,… 



 

…with the Federal Reserve continuing last week to expand its efforts to bolster the economy. As 

The Wall Street Journal reported on Friday, “The Federal Reserve is going farther than ever to 

shore up the U.S. economy, unveiling programs to lend directly to states, cities and midsize 

businesses that have seen revenues evaporate amid efforts to combat the novel coronavirus. The 

central bank also said Thursday it would expand previously announced plans to backstop lending 

to large companies by supporting riskier bonds issued by corporations that had recently lost their 

investment-grade status. Altogether, the Fed said nine lending programs it is creating or 

expanding would provide up to $2.3 trillion in loans, and officials signaled they were prepared to 

expand those programs as needed to stem long-lasting damage to the U.S. economy.” 



 

Although we might argue that there was a continuation of the less-bad COVID-19 news over the 

weekend,… 



 

…the equity futures were pointing to another retreat when trading resumes this week, but what 

happens to equities in the short run is anyone’s guess. We do still have a few dollars to deploy in 

our broadly diversified portfolios and we are hoping for opportunities to buy as Q1 earnings 

reporting season is about to begin. In the interim, though our concern is always with the long-

term, three-to-five year prospects of our stocks, our attention remains on ensuring that the 

businesses in which we are invested have the wherewithal to make it through to the eventual 

recovery, whether that comes in Q3, Q4 or 2021. And, we are well aware that the latter is what is 

expected by Minneapolis Federal Reserve Bank President Neil Kashkari, who said on Sunday, 

“This could be a long, hard road that we have ahead of us until we get to either an effective 

therapy or a vaccine. It’s hard for me to see a V-shaped recovery under that scenario.” 

We’ll close this Market Review with the observation that investors generally have taken the 

goings on in 2020 in stride, with only a little panic (on Main Street anyway), and many folks 

seemingly doing what they should in moving out of bonds and into stocks after a brutal Q1 for 

equities. 



 

Stock Updates  

Company-specific news is very much overshadowed by market, economic and health-related 

headlines, but Jason Clark, Chris Quigley and Zach Tart take a look at several of our companies 

that posted quarterly results or had updates out last week. Not surprisingly, our work has had to 

shift toward financial liquidity and business viability, versus the usual focus on price-related 

financial metrics. 

Note that we are still holding all of our Digital Realty (DLR – $148.29) and Newmont Mining 

(NEM – $57.31) for the time being and we will keep readers posted should we decide to take any 

money off of the table on those two names. Keep in mind, also, that all stocks are rated as a 

“Buy” until such time as they are a “Sell,” while a listing of all current recommendations is 

available for download via the following link: https://theprudentspeculator.com/dashboard/. 

Movies, entertainment and theme park company Walt Disney (DIS – $104.50) has been dealt 

significant blows by the coronavirus outbreak, closing theme parks and cancelling many of its 

cruises through at least the end of June. One shining spot has been the company’s Disney+ 

streaming platform. The company reported that already it has more than 50 million subscribers, 

within range of the four-year goal, despite being launched just five months ago. The platform has 

https://theprudentspeculator.com/dashboard/


also recently launched in many European countries, including the United Kingdom, France and 

Germany. 

“We’re truly humbled that Disney+ is resonating with millions around the globe, and believe this 

bodes well for our continued expansion throughout Western Europe and into Japan and all of 

Latin America later this year,” said Kevin Mayer, Chairman of Walt Disney Direct-to-Consumer 

& International via press release. “Great storytelling inspires and uplifts, and we are in the 

fortunate position of being able to deliver a vast array of great entertainment rooted in joy and 

optimism on Disney+.” 

In addition to Disney+ and cruises, movies and media networks make up a sizable portion of 

Disney revenue that is at short-term risk. The company can adjust production and release 

calendars for movies and the like, but we believe that ESPN revenue is permanently lost for the 

period that sports are not being played. No doubt, it’s not great when the best content ESPN has 

is NBA players playing video games. We believe that sports will eventually return, but it’ll be 

very strange to see major events played without fans and the revenue impact for ABC, ESPN and 

other networks that make money from advertisements is unclear. 

We are still in the early innings realizing the discretionary spending-related coronavirus impact, 

and it’s unclear at this time when the parks will reopen (and what that looks like), when the ships 

begin sailing again and when major sports resume competitions. We think Disney’s 

diversification is proving valuable as the out-of-home entertainment business has come to a 

screeching halt. The company also raised $6 billion of debt in mid-March to help sustain its 

business during this time, which included: $1,750,000,000 of 3.350% Notes due 2025; 

$500,000,000 of 3.700% Notes due 2027; $1,250,000,000 of 3.800% Notes due 2030; 

$750,000,000 of 4.625% Notes due 2040; and $1,750,000,000 of 4.700% Notes due 2050. We 

continue to think DIS should be a core holding in broadly diversified portfolios. Our Target Price 

for DIS is $146. 

German parcel carrier Deutsche Post (DPSGY – $28.21) pulled its full-year guidance on 

Tuesday, a result of the spread of the coronavirus. The company said in a press release, “Our 

focus has been on preserving the safety and health of our employees, maintaining the ability to 

operate our global businesses and services and thus keep supporting our customers in a 

challenging environment. Despite local restrictions our global operations have been kept up and 

running. The financial results for March – to the degree visible as of today – are expectedly 

affected by the global measures to contain the spreading of the covid-19 pandemic. Following 

the negative deviation versus our internal plan of around €50 million in February we see for the 

month of March a pandemic-related deviation in the amount of around €150 million.” 

The company said that it expects for Q1, “In P&P Germany, we expect EBIT to be at around 

€330 million. In Express, we expect EBIT to be at around €390 million including a covid-19 

related impact of €90 million. In Global Forwarding, Freight, we expect EBIT to be at around 

€70 million including a covid-19 related impact of €30 million. In Supply Chain, we expect 

EBIT to be at around €100 million. In eCommerce Solutions, we expect EBIT to be close to €10 

million. The accumulated pandemic-related negative EBIT deviation from plan in February and 



March amounts to €200 million for the group. The reported group EBIT for the first quarter will 

be at around €590 million.” 

The press release continued, “We started with a strong cash flow performance into the year, 

when taking into consideration seasonal effects, and also in the month of March we have not 

seen any significant change to cashflow beyond the covid-19 related impact on EBIT. The 

comprehensive disclosure for the first quarter 2020 will be released on May 12th as planned. 

While we see an encouraging development in our Chinese business in recent weeks, Europe and 

North America are still at an earlier stage of the pandemic. Given the strongly dynamic 

development it is at this stage not realistic to assess how and for how long public life and 

business will be affected by the corona pandemic, nor in what shape the global economy will be 

once the pandemic fades. Given the global spread of the pandemic and the manifestation of 

negative effects at least for the current business year, a distinction between covid-19 related 

effects and an adjusted result becomes increasingly difficult and less meaningful. In today’s 

board meeting the management therefore decided to suspend earnings guidance for 2020. As and 

when a more stable outlook for major economies becomes available and reliable forecasting is 

possible again, we will communicate new guidance to the market.” 

As we’ve noted over the past few weeks, guidance pulls are unsurprising in this environment and 

in most cases prudent. We continue to focus on the long term while using the recent volatility to 

make what we think are meaningful improvements to our portfolios. While the outbreak 

continues around the world, we think that life will eventually return to normal and folks will 

resume usual commerce, and perhaps folks will do more online retailing as a result. Certainly, 

macroeconomic weakness can impact shipments and mail, but at present, air freight remains in 

high demand. Our Target Price for DPSGY is now $51. 

Despite announcing that it was pulling its financial guidance, it was nice to see shares of medical 

equipment and device maker Zimmer Biomet Holdings (ZBH – $110.36) rise by more than 

19% last week. Due to the current COVID-19 environment, ZBH said it was impacted by a 

significant and sudden global decline in elective procedure volumes. As a result, based on 

preliminary, unaudited financial results, Zimmer estimates a revenue contraction for Q1 of 

approximately 9.5% to 10.5% when compared to the first quarter of 2019. 

ZBH said it expects the decline in elective procedure volumes observed in the first quarter to 

continue to have a significant negative impact Q2. Management said that it is currently unable to 

quantify the impact on its results of operations, financial condition and cash flows, which could 

be material, for 2020 and chose to withdraw the full-year financial guidance it previously issued 

on February 4, 2020. 

That said, the company announced that it was taking several measures to contain costs and to 

further support its liquidity profile. These include, “Positioning the company to support 

healthcare systems, customers and patients now and as elective procedures return to normal 

volumes; taking steps to further reinforce business continuity in its manufacturing facilities and 

overall supply chain; modulating manufacturing output; proactively reducing certain variable 

costs and discretionary spending; and implementing compensation reductions for its leadership 



team and Board of Directors, with President and CEO Bryan Hanson forgoing 100% of his 

salary.” 

Related to ZBH’s liquidity profile, the company recently completed the issuance of $1.5 billion 

of notes in two tranches due in 2026 and 2030, the net proceeds of which were used to repay at 

maturity its $1.5 billion in outstanding notes due April 1, 2020. As of December 31, 2019, 

Zimmer Biomet had cash on hand of $618 million and a five-year unsecured multicurrency 

revolving facility of $1.5 billion. There were no outstanding borrowings under this facility as of 

April 6, 2020. 

“The coronavirus pandemic has had an unprecedented impact on global economic activity and 

we are responding by taking decisive actions designed to ensure the safety of our team members, 

strengthen our financial position and navigate this new environment,” said Mr. Hanson. “While 

we cannot predict the duration of this crisis, we remain confident in our team, our strategy and in 

the long-term underlying strength of the Zimmer Biomet portfolio and innovation pipeline.” 

Even though ZBH’s bread and butter products in the joint replacement space have been hit hard, 

with many procedures remaining on hold in the near-term, we still like ZBH, as it is the king of 

hip and knee implants, with the largest share of surgeons trained on its instrumentation where 

switching costs are high. Additionally, we believe longer-term, favorable demographics, which 

include aging Baby Boomers and (unfortunately) high obesity rates, will drive solid demand for 

large-joint replacement over the coming years. Our Target Price stands at $170. 

Shares of JPMorgan Chase (JPM – $102.76) jumped over 17% last week as U.S. equity 

markets rallied. Of additional note for JPM, the company released its annual report which 

includes the widely read letter to shareholders authored by Chairman and CEO Jamie Dimon. As 

usual, different media outlets snagged bits and pieces to run headlines hoping to attract readers to 

their stories, running from “Jamie Dimon Predicts a ‘Bad Recession” to “U.S. Can Become A 

Stronger Country”, to “Jamie Dimon details JPMorgan strength.” Candidly, all of these things 

could be drawn from the Letter, and while we offer a small taste below, we encourage folks to 

read the whole missive. 

Throughout our history, JPMorgan Chase has built its reputation on being there for clients, 

customers and communities in the most critical times. This unprecedented environment is no 

different. Our actions during this global crisis are essential to keeping the global economy going 

and will be remembered for years to come. 

When the time is right and the future is clearer, I will provide a more complete and current view 

on how this crisis might change our strategies around how we run the company, work with our 

clients and governments, and develop public policy solutions. However, right now, as we deal 

with the spiraling effects of this pandemic, I want to focus on what we as a bank can do to 

remain strong, resilient and well-positioned to support our colleagues, clients, customers and 

communities across the globe. 

We entered this crisis in a position of strength. 2019 was another strong year for JPMorgan 

Chase, with the firm generating record revenue and net income, as well as setting numerous 



other records across our lines of business. We now have delivered record results in nine of the 

last 10 years2 and are confident we will continue to do so in the future, though it should be 

expected that our earnings will be down meaningfully in 2020. 

While we don’t run the company worrying about the stock price in the short run, in the long run 

our stock price is a measure of the progress we have made over the years. This progress is a 

function of continual investments, in good and bad times, to build our capabilities — our people, 

systems and products. These important investments drive the future prospects of our company 

and position 

it to grow and prosper for decades. Whether looking back over five years, 10 years or since the 

JPMorgan Chase and Bank One merger (15 years ago), our stock has significantly outperformed 

the Standard & Poor’s 500 Index and the Standard & Poor’s Financials Index. 

Mr. Dimon went on to discuss in more detail the following 7 subjects: 

1. We go to extraordinary lengths to help our customers — consumers, small businesses, midsize 

companies, large corporations, and state and local governments. 

2. We take excellent care of our employees. 

3. We make extraordinary efforts to lift up our communities, especially in challenging times. 

4. We are transparent with our shareholders: What they should expect regarding our financial 

and operating performance in 2020. 

5. We are working closely with all levels of government during this crisis — and while we will 

participate in government programs to address the severe economic challenges, we will not 

request any regulatory relief for ourselves. 

6. We need a plan to get safely back to work. 

7. We need to come together: My fervent hope for America. 

While we would assume that, like most firms, JPMorgan won’t offer up any detailed forecasts 

when the company reports Q1 financial results on Tuesday, and that in the near-term it will face 

brisk operational headwinds, we continue to see JPM as a core portfolio holding and an 

appealing long-term investment. We like the firm’s risk management and diversified businesses, 

as well as its fortress balance sheet, sizable returns of capital to shareholders and adept 

leadership. All things considered, our Target Price for JPM resides at $145. 

Shares of telecommunication and media firm AT&T (T – $38.95) managed a solid rebound last 

week, with the company providing an update on Tuesday on its current financial position in light 

of the COVID-19 pandemic. Despite its indebtedness of over $160 billion, the combination of a 

$12 billion cash balance, more than $45 billion in operating cash flow and weighted-average 

debt maturity of nearly 13 years support management’s view that the company “has a strong cash 

position, including a strong balance sheet and attractive liquidity.” 

Management also noted that it expects to close the sale of its Puerto Rico and U.S. Virgin Islands 

operations later this year and intends to use the proceeds to retire an outstanding preferred 

interest. The company has a fully committed $15 billion revolver in place and has no need or 

plans to use it in 2020. In March, AT&T canceled a $4 billion accelerated share repurchase 

(ASR) planned for the second quarter and stopped all share repurchases. However, the company 



affirmed its commitment to the dividend to shareholders with the last distribution declared on 

March 27 and payable on May 1, 2020. 

We await further details of the COVID-19 impact when T announces Q1 earnings on April 22. 

We continue to view AT&T as a better-than-utility-like exposure with a 6.8% yield. Our Target 

Price is now $42. 

Battered shares of thinly traded Greenbrier Companies (GBX – $18.59) enjoyed a big rebound 

last week as the railcar manufacturer reported fiscal Q2 earnings per share of $0.46 (vs. the $0.26 

estimate). The company is now operating under essential industry status in all of its locations and 

has implemented health screenings, enhanced social distancing, expanded deep cleanings and 

split shifts. 

In anticipation of soft demand pre-COVID-19, Greenbrier had already been working to right-size 

capacity across its operational landscape over the past several quarters, which puts it in a solid 

place to weather the current storm. This includes its Brazilian segment and the manufacturing 

division of ARI, which it acquired in 2019, and the company still expects $4.3 million of costs 

savings from that deal. A transition to an international model is providing benefits in the current 

crisis, as nearly half of orders in the latest quarter occurred in foreign markets and as the 

European market is expected to experience demand recovery before North America. 

COO Lorie Tekorius commented, “Our backlog worldwide remained strong at 30,800 units 

valued at $3.2 billion. Operating performance at our ARI manufacturing facilities improved in 

the quarter. And our North American manufacturing group continued to perform profitably, 

producing high-quality railcars safely even as production rates were adjusted and demand 

declined.” 

When asked about current capacity and cuts to the workforce, she continued, “Right now in 

North America, we’re probably maybe 75% of our theoretical capacity is where we’re operating. 

We would see that coming down maybe another 5% or 10% as we exit the fiscal year. 

Obviously, there’s a number of things that can change. We don’t believe that we’ve got any 

significant issues with any of our scheduled production or any of our customers looking to defer 

that further. Matter of fact, we have some customers who are pretty excited to accelerate 

production, but we’re trying to balance that with our workforce. We don’t want to let people go 

and then pull them back and then let them go again. One of the ways that we’re able to maintain 

good manufacturing margin is having setting production rates and a steady workforce. So, as we 

look at the rest of the year, we’re looking at things like reducing where we were running on 3 

shifts at some of our facilities and pulling that back to running just 2 shifts, maybe working 4 

days instead of 5 or 6 days a week. Those are the kinds of measures that our manufacturing team 

is looking at to balance our headcount with the production rates.” 

Given the capital intensity of railcar manufacturing, we appreciate the conservative financial 

position that Greenbrier maintains. Current total liquidity at February 29 was $620 million, while 

CFO Adrian Downes expressed a goal of expanding this to $1 billion overall. This includes $170 

million of cash and no significant debt maturities until late 2023. Management believes it has 



other levers available to free up cash that include continued costs cuts through aggressive 

reduction of overhead and general and administrative expenses. 

A silver lining that may result from the current pandemic is a reevaluation by nearly all of 

corporate America about the efficiency and effectiveness of each company’s workforce while 

also pinning a focus on contingency planning. Greenbrier has stated that it is reviewing the 

nature of how the company works and is amazed at how much of its services can continue while 

nearly 90% of its workforce telecommutes. 

The railroading business is inherently cyclical, but continues to be among the most energy 

efficient modes of transport for freight. We think Greenbrier’s integrated business model delivers 

superior value to its customers and like the conservative approach to its leasing business. We 

respect management’s priorities of financial stability and profitability in the near-term and 

believe that Greenbrier will have an opportunity to increase its competitive position on the other 

side of the current economic downturn. Our Target Price for GBX stands at $37. 

 


